between firms originate from the presence of asymmetric information in the financial market and long-term efficient contracts with financial intermediaries. Fluctuations in microeconomic uncertainty drive movements of the endogenous borrowing constraint affecting real allocations and imply asymmetric response of firms to the shocks.
Disruptions in the financial markets have been viewed to play an important role in shaping aggregate fluctuations and firm dynamics over the business cycle. In particular, a conventional belief is that small firms are more sensitive to the business cycle due to a limited access to credit markets 1 . In this essay I challenge this belief. I begin with documenting a key observation that age of the firm rather than its size is a determinant of the cyclical employment volatility. I look at this observation through the lens of endogenously frictional financial markets theory and propose a model of firm dynamics reflecting two ubiquitous features of the credit market: relevance of past performance and long-term nature of financial arrangements. I apply this theory to study, in a quantitative macroeconomic model, an impact of the aggregate shocks to microeconomic uncertainty on macroeconomic aggregates and on employment dynamics across various groups of firms. The motivation for such approach comes from the US postwar data. Starting from the 70's recessions in the United States have been associated in the data with two phenomena: (1) an increase of microeconomic uncertainty faced by firms measured in terms of the cross-sectional dispersion of firm level total factor productivity or sales (2) a reduction in the availability of credit in the economy, reflected for instance by a fall in the ratio of private lending to firms and GDP.
These two regularities have been extensively studied in the macroeconomic literature.
However, the existing studies dismiss an important feature of the economic downturns: heterogeneity across firms in response to the changes in the aggregate conditions. The main essay in my dissertation is an attempt to fill this gap. It consists of three parts:
empirical, theoretical and quantitative. In the empirical section of the essay I document novel facts on differences in volatility of the employment stocks between certain groups of firms at the business cycle frequency. Table 1 illustrates the main empirical finding: age rather than size of a firm is a determinant of the employment volatility. To illustrate this finding I look at three divisions of the population of firms from the Business Dynamics Statistics (BDS) data set. Young firms, which are five or less years old, account for 16.1% of the aggregate employment in the US economy and hire on average 8.1 employees. Old firms, which are six and more years old, account for 83.9% of the aggregate employment and hire on average 31.6 employees. The first group of small firms, with less than 20 employees, accounts for 20.0% of total employment, a number comparable to the share of the young firms, and the average number of employees is 4.9 in this group. The second group, firms with less than 100 employees, accounts for 38.0% of total employment and the average number of employees is 8.4 in this group, which is a similar figure to the average for young firms. The third column of Table 1 The fact that age is a major determinant of employment volatility can be further validated by looking at the employment dynamics inside the size groups of firms. Table   2 presents volatility of employment across subgroups in the age/size distribution of the population of firms. Employment volatility declines with age and increases, but only mildly with size. Put differently even inside size groups young firms are more volatile than old ones in terms of employment. This robust finding strengthens the main message of the empirical section of this essay: age of the firm is the relevant margin if one seeks for the volatility differences. Table 2 
